The arguments used thus far in the literature to justify disclosure regulation are that it increases global economic efficiency and that it redistributes wealth among investors. In this paper, we depart from this view and propose that disclosure regulation may also be used by national authorities as a protectionist mechanism to indirectly charge for access to national scarce resources and thereby extract economic rents from resources-needy entities. This increases national welfare, but is inefficient globally. We find empirical support for our proposition through a cross-sectional analysis of financial reporting standards of 62 countries. Results suggest that national objectives in implementing disclosure regulation represent a major obstacle for the global convergence of accounting standards and that disclosure regulation's purpose may not be limited to solving the separation of ownership and control dilemma.
I. Introduction i
Our objective is to provide a new theoretical argument to justify disclosure regulation, and to support our claim empirically. Economic arguments that support regulation in favor of investors are not only limited, but extent theory on voluntary disclosure also shows that, absent market imperfections or externalities, firm managers have incentives to optimally trade off the costs and benefits of voluntary disclosure and to provide the efficient level of information for investors in the economy (Healy and Palepu 2001) 1 . Why then does regulation of disclosure exist? We argue that governments create disclosure regulation, at least in part, as a protectionist tool to indirectly tax access to their scarce resources, not to help investors.
The literature provides three theoretical arguments to justify disclosure regulation, and leaves many unanswered empirical questions. A first way to explain the occurrence of disclosure regulation is to identify market imperfections or externalities that lead to sub-optimal welfare and that disclosure regulation can mitigate. For example, Leftwich (1980) , Watts & Zimmerman (1986) , and Beaver (1998) argue that accounting information can be viewed as a public good because stockholders implicitly pay for it but they can not charge potential investors who use the information. This leads to underproduction of information in the economy because prospective investors and other stakeholders can free-ride on the information. But if disclosure regulation corrects market failures and increases global economic efficiency, why then are there still so many regulation differences among countries that have increasingly interdependent economies? Do potential market failures really matter? Does disclosure materially improve the situation? Are there negative consequences of regulation?
A second explanation for the occurrence of disclosure regulation concerns the welfare of uninformed investors (Leftwich 1980, Watts and Zimmerman 1986 , and Beaver 1998). By creating minimum disclosure requirements, regulators reduce the information gap between informed and uninformed investors. This implies that the objective of regulation is to redistribute wealth among investors, rather than to improve economic efficiency because, absent regulation, uninformed investors can still pay for better information. But if disclosure regulation provides informed and uninformed investors with comparable information, why then has the market for securities analysis flourished so? Is the financial securities market not sufficiently efficient to ensure that uninformed investors obtain their fair share of wealth?
A third common explanation for regulation is that strict disclosure requirements lead to liquid and efficient markets in financial securities and reduce the cost of capital for firms (Levitt 1997 ) because they permit issuers to commit to a permanent level of disclosure (Rock 2002 ) that represents an important step in solving the investor-manager's agency problem (Coffee 1984; Mahoney 1995; Verrecchia 2001 ). However, Admati & Pfleiderer (2000) note that the question remains:
If disclosure is good, why don't firms do it voluntarily? Regulation should not be necessary if disclosure is in the firm's best interest. The need for disclosure regulation is further brought into question by the well-known "unraveling" results of Ross (1979) , Grossman (1981) , and Milgrom (1981) , whereby lack of disclosure is taken to be bad news, forcing the informed party to reveal its information in equilibrium. If this is the case, again, regulation that requires that certain information be disclosed seems to be redundant.
In this paper, we propose a new argument. We challenge the premises presented thus far in the literature whereby disclosure regulation is used primarily to increase global economic efficiency or to redistribute wealth among investors. We build on the work of Foster (1980) , Dye (1990) , Easterbrook and Fischel (1991) , Barth, Clinch and Shibano (1998), Admati and Pfleiderer (2000) and Verrecchia (2001) who study disclosure regulation in multifirm/multinational contexts. Their work is important because contexts that include more than a single firm open the path to disclosure regulation insights beyond the investor-manager relationship. We suggest that governments create disclosure regulation to increase national welfare by generating "make-work" economic activity. To achieve this, legislators mandate costly country-specific disclosure, above the efficient amount of information that firms would produce and disclose voluntarily, to force local and foreign firms to spend their economic surpluses in the local economy. For firms, disclosure is the price (the indirect tax) they must pay to access a country's scarce resources. We find empirical support for our argument.
This study is important for three reasons. First, it provides a new theoretical explanation for disclosure regulation. Second, Healy and Palepu (2001:412) affirm that "empirical research on the regulation of disclosure is virtually non-existent." This study thus pioneers empirically. Finally, in a time where disclosure rules are reassessed following major corporate scandals, this study's results show that governments have incentives to reinvent and multiply rules that do not serve investors' interests better.
We emphasize that for the purpose of this paper, we focus on the amount of information that regulation requires firms to disclose. We do not focus on the choice of regulated information items, on their potential value to investors, on reporting choices given to managers in presenting information items, or on the requirement that disclosed information be truthful. We define disclosure regulation as the set of rules that require firms to make any information publicly available. The object of our inquiry is however restricted to national GAAP. We define scarce resources as any circumstances that could be valuable for a firm.
The following section presents the argument that disclosure regulation is protectionist mechanism analogous to an indirect tax, the theoretical framework, and hypotheses. Section III discusses the field context. The research design and empirical specifications are presented in Section IV. Section V presents results, and Section VI a summary and discussion.
II. Theoretical Framework and Hypotheses Development
Protectionism: The Indirect Tax Argument Three parties are active in disclosure regulation. Firms disclose information; investors receive information; and governments create regulation. Abundant voluntary disclosure literature affirms that disclosure regulation is redundant if we assume that it exists to optimize relationships between managers and investors.
ii Consequently, because managers and investors do not need regulation on disclosure, it seems appropriate to investigate how disclosure regulation benefits the only other party involved: governments.
We argue that protectionist governments indirectly tax access to their national resources using disclosure regulation in a manner similar to how they do with severance taxes. Resource-rich governments levy severance taxes in the form of a percent of the value of the resources removed or sold by firms (an ad valorem tax), or sometimes tax the volume of the resource removed on a dollar-per-unit basis (EIA 1997) . The literature shows that taxing a country's resources can be a lucrative policy. Testa (1984) and Kolstad and Wolak (1985) affirm that severance taxes on energy production have prompted large wealth flows from consuming to producing regions. The tax burden is ultimately shared mostly between investors and customers. The higher the proportion of foreigners, the more wealth the tax extracts from abroad. However, Olson (1984) demonstrates that on a global basis, the tax-induced curtailment of production is inefficient. Countries that consume resources suffer a decrease in welfare that exceeds the gain to taxing countries.
Similarly, disclosure regulation allows a government to collect a tax indirectly from firms accessing a country's scarce resources (i.e., having economic activities in the country). Tax payments are not made directly to governments, but rather implicitly from the additional economic activity created by producing information disclosure above the efficient level that firms would voluntarily disclose. In other words, national governments benefit from forcing the use of local disclosure professionals (e.g., accountants) who pay income and sales taxes. Protectionism increases as a country's disclosure rules diverge from international standards to force information producers to be trained, to reside, to pay income and sales taxes, and to have most of their economic activity inside the country. Further wealth flows in the economy when foreign investors hire local information producers to assess the merits of potential investments in local economic entities. Disclosure regulation therefore begets private benefits to information producers (employees and suppliers) as well as public benefits from income taxes paid by information producers and the net additional general economic activity.
Theoretical Framework
Consider that governments are either transparent or corrupted (non-transparent) when they indirectly tax scarce resources. This assumption mirrors reality because
Perceptions Index scores vary significantly among countries. Like Kolstad and Wolak (1985:240) , we assume that transparent governments try to maximize total net benefits, both private and public, from the indirect tax.
iii Like Shleifer and Vishny (1993:601), we assume that corrupted governments act as "above-the-law" monopolistic officials that try to maximize indirect tax payments. The decision variable is the amount of indirect tax that governments levy. From a behavioral perspective, we assume that each country sets its indirect tax optimally, knowing that other countries will also follow their optimal strategy. Kolstad and Wolak (1985:240) report that such an oligopolistic behavior is the most likely in a taxation context, and that it leads to a Nash equilibrium in a game theoretic context.
Consider that governments elaborate their indirect tax on scarce resources in two steps. Initially, they analyze the supply and demand for access to their scarce resources, as well as disclosure regulation and corruption around the world, to find the optimal amount of indirect tax that they will levy.
Secondly, governments select how the value of the indirect tax will be levied. The collection mechanism can be either transparent or corrupted. Disclosure regulation is the transparent collection mechanism. It forces firms to spend to comply with a set of disclosure rules in return for access to national scarce resources. Bribery is the corrupted indirect tax collection mechanism, as per Shleifer and Vishny's (1993) argument. The government does not force firms to comply with a set of disclosure rules. Instead, it obtains the value of the indirect tax on scarce resources from firms informally, and grants access to national scarce resources in return.
Assuming that the cost of disclosure regulation (i.e., the indirect tax payment) increases as the amount of disclosure regulation increases, the theoretical framework suggests that the amount of disclosure regulation in the countries of the world can be described by the following equation:
Amount of Disclosure Regulation = f(Scarce Resources, Governmental Transparency)
Hypotheses On the basis of the similarities between severance taxes and disclosure regulation, the economic literature suggests that the optimal amount of protectionism (indirect tax) that governments should implement through disclosure regulation varies with the level, the elasticity, and the origin of the demand for access to their national scarce resources. Fain and Gade (1995) integrate considerable literature to show that, under conditions like to those presented in the theoretical framework, the higher and the more inelastic the foreign demand, the higher the optimal protectionism (indirect tax) will be because governments can then export the tax burden and increase national welfare. Consistently, we expect governments of countries with a scarce resource competitive advantage to create a greater amount of disclosure regulation than other governments. In contrast, we anticipate that governments of countries with relatively modest scarce resources must develop a competitive advantage to attract firms by not implementing any disclosure rules to spare firms of costly compliance obligations. This leads to our first hypothesis: H1:
The amount of disclosure regulation in a country is positively related to the amount of national scarce resources. Further, because corrupted (non-transparent) governments can directly charge for access to scarce resources using bribes without formally implementing disclosure regulation, we expect that corrupted governments will have less elaborate disclosure rules than transparent governments. This leads to our second hypothesis: H2:
The amount of disclosure regulation in a country is positively related to the level of governmental transparency in that country.
III. Field Context: International Accounting Standards
The globally efficient way to regulate financial reporting would be that all countries require firm managers to comply with a common set of standards which serves the objectives of issuers and users across the world. Created to promote the convergence of financial reporting methods for the benefit of investors, the International Forum on Accountancy Development recommends the worldwide adoption of the International Accounting Standards (IAS 
But as of 2001, the IFAD 2001 GAAP Survey reports that only three national governments (Cyprus, Kenya, and Romania), in a sample of 62, mandated compliance with IAS. Other countries mandated the disclosure of more, less, or different information items. Significant progress has been made since, but convergence is still much slower and requires more compromises than investors would like. This is not surprising in the context of this paper's theoretical framework, which suggests that resource-rich governments gain from disclosure regulation divergence.
The IFAD GAAP survey monitors the worldwide convergence of accounting standards towards IAS. It also provides a great opportunity and context to operationalize the amount of disclosure regulation in different countries around the world, Equation 1's dependent variable.
IV. Data and Empirical Model Specification
We rely on the IFAD 2001 GAAP survey to develop the dependent variable and consequently select the survey's sample of 62 countries. The rest of this section presents the measures we use to proxy the model's variables, as well as the empirical model's specification.
Amount of Disclosure Regulation
To obtain the data necessary to compile the GAAP 2001 survey, the IFAD asked partners in the large accountancy firms to benchmark their national written requirements against some 80 accounting measures, focusing on standards (both IAS and national) in force for the financial reporting period ending on December 31 could lead to differences from IAS in certain enterprises. We developed a Disclosure Regulation Index to proxy the amount of disclosure regulation in each country. Our approach is to add points to the Index score for instances where national standards require more disclosure than IAS (inconsistencies), and to deduct points from the Index score for instances where national standards require less disclosure than IAS (absences). We attribute an index score of zero to the three countries that require compliance with IAS. For each other country, we start from an Index score of zero and we add one point for each type A inconsistency and one point for each type B inconsistency that the survey reports in a bullet point format. We do this because each inconsistency inventoried in the survey report represents one additional information item that firms must produce and disclose beyond IAS to comply with national standards. In a second step, we subtract one point for each type B absence and one point for each type C absence. We do this because each absence inventoried represents one IAS with which firms are not required to comply. Finally, for each type A absence, we subtract a number of points equal to the number of standards that this key absence allows firms not to comply with. Only four of the 62 countries in the sample (Latvia, Morocco, Slovenia, and Turkey) have type A absences. For example, Morocco's type A absence is that national standards and regulations make no requirements to prepare consolidated financial statements. The 2001 GAAP survey reports that this allows firms not to comply with IAS 22, IAS 27, IAS 28, and IAS 31, and we therefore subtract four points from Morocco's score for this particular type A absence. We emphasize that other absences (B & C) and inconsistencies (A & B) each pertain to a single standard, which is why we invariably deduct or add one point only for each item reported.
The United Kingdom obtains the highest Disclosure Regulation Index score with +21 and Saudi Arabia the lowest with -15. This means that among the "80 key measures" that the surveyors examined, the net number of items that firms must disclose in the U.K. over and above the amount of disclosure required for compliance with IAS is 21, whereas the net amount of disclosure required in Saudi Arabia is below IAS compliance by 15 items. Appendix A presents the list of countries in the sample and their final Disclosure Regulation Index scores.
Scarce Resources
Countries have a lot of different scarce resources. We split them in two broad categories: microeconomic resources, and natural resources. Porter (2003) studies microeconomic resources that he describes as the complex array of national circumstances that support a high and sustainable level of productivity. Porter inventoried 65 measures that he classified in the following categories: company operations and strategy; national business environment (physical infrastructure, administrative infrastructure, human resources, technology infrastructures, capital market, and demand conditions); related and supporting industries; and the context for firm strategy and rivalry (incentives and competition). All of the inventoried national circumstances can individually be valuable for firms. However, each of the 65 competitiveness measures inventoried by Porter is highly, significantly (p < 0.05), and positively correlated with the country's gross domestic product (GDP) per capita. Therefore, a first measure of a country's scarce resources that we include in the empirical model as a proxy for the amount of microeconomic resources available in the country is the natural logarithm of national GDP per capita.
Porter (2003) (2001), we select the logarithmic form to scale GDP per capita data and to correct its highly skewed distribution in inter-country studies.
For the natural resources measure, we focused on the country's energetic potential, as opposed to its actual production, to avoid redundancy with the microeconomic resources' measure. We rely on data published by the World Energy Council (2001) Table 9 .1. We selected those six energy sources because they are the most economically viable. To simplify the proxy for natural resources to a single measure, we first calculated the per capita amount of potential energy available from each energy source in each country. We then ranked each country from lowest (1) to highest (62) six times on the basis of their per capita amount of potential energy available from each energy source. Finally, in the empirical model, we proxy a country's amount of natural resources with the geometric average of its six ranks.
Governmental Transparency
We rely on the 2001 Corruption Perceptions Index (CPI) prepared by Transparency International (2001) to elaborate a proxy for governmental transparency. Including CPI scores directly into the empirical model would create collinearity problems because the CPI scores are highly correlated with GDP per capita data. Instead, we use CPI scores to create a dummy variable that takes a value of 1 for governments that obtained a CPI score above the sample's median (i.e., the most transparent half), and a value of 0 otherwise. The resulting empirical specification is the following OLS model: 2 Natural_Resources i + a 3 Governmental_Transparency i + ε i where all variables are as defined earlier in this section, for a country i. Based on the theoretical framework, we expect a 1 , a 2 , and a 3 to be positive.
Except for Natural_Resources, we rely on 2001 data for each variable because the dependent variable is measured as of the end of 2001. Natural_Resources is measured as of the end of 1999 due to data availability. We are confident that this two-year lag is inconsequential because we do not think that national energetic potentials varied significantly between the end of 1999 and year 2001, on the basis that this information was published in 2001 by the World Energy Counsil. Table 1 provides descriptive statistics and a correlation matrix. The positive median value of Amount_of_Disclosure_Regulation indicates that mandatory disclosure requirements were greater than IAS in a majority of countries in the sample. Consistent with both hypotheses, this variable is positively correlated with scarce resources (r = 0.52 and r = 0.32) and transparency (r = 0.52) variables. Interestingly, governmental transparency is highly correlated (r = 0.78) with the amount of national microeconomic resources, but negatively correlated (r = -0.20) with the amount of national natural resources. This could indicate that it is easier for governments to use bribery to charge for access to natural resources than to implement protectionist mechanisms to charge for access to microeconomic resources.
V. Results

Insert Table 1 about here
Regression results for the OLS model are in Table 2 . Coefficients a 1 on microeconomic resources and a 2 on natural resources are reliably positive (p = 0.057 and p = 0.000, one-tailed). This provides support for H1. Coefficient a 3 on governmental transparency is also reliably positive (p = 0.006, onetailed). This provides support for H2. The OLS regression's F statistic value of 17.376 (p = 0.000) provides assurance that the empirical model is well specified. Overall, results provide strong support for the theoretical framework. The OLS regression's adjusted R 2 statistic indicates that the argument that disclosure regulation is a protectionist tool for transparent governments can explain 45 percent of the variance in national amounts of disclosure regulation around the world.
Insert Table 2 about here
Using a dummy governmental transparency measure instead of the actual national score in the Corruption Perceptions Index maintains collinearity to an acceptable maximum VIF statistic value of 2.7. The tradeoff is, as usual, a slightly lower explanatory power of the empirical model as a whole in return for a better understanding of the role of each variable individually in explaining the amount of disclosure regulation. We have no doubt however that both microeconomic resources and governmental transparency variables must be included in the model's specification simultaneously because the presence of the governmental transparency dummy variable into the model increases its explanatory power significantly (p = 0.012) from an adjusted R 2 of 39 percent to a fully specified model adjusted R 2 of 45 percent.
VI. Summary and Discussion
The most important finding of this study is that the existence of disclosure regulation could be explained in terms of protectionism as a tool to charge for access to national scarce resources. A specific context, an empirical analysis of the accounting standards of 62 countries, supports that claim. Indeed, the argument that disclosure regulation is a form of indirect tax on national scarce resources can explain 45 percent of the variations in national amounts of financial reporting regulation. This argument is consistent with GAAP being a form of protectionism in favor of information producers, such as the accounting profession.
Results have important implications for investors, information producers, regulators, and the academic community. For investors, findings suggest a new way of looking at disclosure regulation because, contrary to common belief, it can be argued and defended empirically that disclosure regulation is not primarily established to help any of them. In contrast, disclosure regulation is a way to transfer wealth from investors and consumers to governments and population strata; and governments' gains increase as they implement rules that diverge from international standards. It is not surprising then that progress to converge to a common set of international accounting standards is not obtained without work and compromises despite its many benefits. Globally, our results suggest that if investors wish to have better and more consistent information, they are significantly more likely to succeed by asking firms directly, with all the weight of their voting power, instead of turning towards regulators who have economic incentives not to help.
For regulated information producers (e.g., accountants, lawyers, actuaries, etc.), results imply that many who are employed by non-governmental firms actually fill government-sponsored jobs. An interesting question is whether and how this can impair their commitment to the success of the firms they serve as employees or suppliers.
For governmental regulators, findings imply that it is necessary to re-evaluate periodically how well disclosure regulation serves national interests. For example, Kolstad and Wolak (1985) suggest that a regional (e.g., continental) cartel behavior could maximize joint profits successfully if side-payments are allowed. Should it be considered? Does national disclosure regulation serve the interests of those it targets? Is disclosure regulation an optimal way to extract wealth from firms and consumers? Does it repatriate enough wealth? Could resources protected differently and information producers' skills be used more efficiently? Does the current trend to outsource information production activities offshore (Boomer 2003; Gupta 2002 ) make disclosure regulation less effective? Is disclosure regulation a protectionist mechanism impairing the spirit of free trade agreements? If so, should something be done about it? Finally, like Posner (1974) and Watts and Zimmerman (1986) argue, are governmental regulators captured by information producers they regulate? Is this an important problem?
For the academic community, results open the door to several research opportunities. An analysis of optimal national, continental, and global disclosure regulation in various contexts would certainly be welcome because it might provide insights about deadweight losses that disclosure regulation creates or about countries' positions relative to their national optima. Future research might also provide empirical support for the current theoretical framework by analyzing the longitudinal evolution of the amount of disclosure regulation in pace with the evolution of its determinants.
This study is limited to a convenience sample of 62 countries that does not include many of the world's most corrupted countries. On average, countries in the convenience sample have a 2001 Corruption Perceptions Index (CPI) score of 5.6. Lambsdorff (2001) notes that a larger sample of 149 countries, many of which are excluded from the 2001 CPI due to insufficient data reliability, would on average score 4.0 (lower = more corrupted). It is therefore possible that the empirical results are limited to the most transparent countries. We do not perceive this possibility as a serious concern however. It seems almost certain that empirical results from an analysis of all of the world's countries would be consistent with those presented in this study. The reason is that it is well documented that corrupted governments use discretionary powers to sell their natural resources corruptibly, leading to the underdevelopment of national microeconomic resources (see Schloss 2002). Therefore, if governments that charge for access to natural resources corruptibly can not charge for microeconomic resources because they are insufficient to be attractive on an after-tax basis, there is no reason for them to elaborate and enforce disclosure regulation. This is consistent with this paper's theoretical framework and empirical findings.
Interestingly, results suggest that regulated information producers live in the best of both worlds because they are called to work for two incongruent purposes. On the one hand, local governments try to increase information producers' national income (and income and sales tax payments) by maintaining disclosure regulations that diverge from international standards. On the other hand, investors have incentives to request information aligned with international standards that best serve their interests. 
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